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Private Crude Oils Stocks and the Strategic Petroleum 

Reserve Debate 



Summary 

Periodically, since the inception of the Strategic Petroleum Reserve (SPR) in 
1975, debate has occurred concerning its optimal size. In the 108 th Congress, the 
House has passed energy legislation (H.R. 6) which would require the SPR to be 
filled to its current capacity of approximately 700 million barrels and would 
authorize funds to further expand the capacity of the reserve to 1 billion barrels. 

Analysis of the SPR issue has been carried out in a benefit/cost framework in 
which benefits, the avoided cost to the national economy of a supply disruption, are 
set against the real resource costs associated with investing in the SPR. The role of 
the privately held stock of crude oil has been largely static in these analyses. The 
data show, however, that private stock behavior has been changing. Industry holds 
less crude oil, and has less capacity to hold crude oil, than a decade ago. These 
changes reflect a decade long strategy of reducing operating costs to remain 
competitive. However, oil markets face greater exposure to supply disruption today 
because our dependence on imported crude oil has risen substantially since 1992. 
The effectiveness of the SPR in providing security from crude oil supply disruptions 
may be primarily a function of its size, but may also be dependent on the underlying 
stocks of crude oil held by the private sector. 

The International Energy Agency (IEA) has studied the behavior of crude oil 
stocks in the U.S. since 1989. It finds that our total stocks, measured as days of net 
imports that can be replaced by stock draw-down, have been declining. This trend 
results from the interaction of increasing import dependency, the essentially constant 
size of the SPR over the period, and the declining size of privately held stocks. The 
IEA concludes that with no change in any of these factors, the U.S. will no longer be 
able to replace ninety days of net imports from domestic stocks in 2006. 

Because the IEA focuses on total reserves, its analysis may overstate the ability 
of U.S. stocks to mitigate oil supply disruptions. This is because not all privately 
held oil stocks can be drawn upon without disrupting the functioning of the system 
itself. Once these lower operational inventory levels are considered, the thinness of 
privately held stocks is apparent. As a result, the ability of privately held stocks to 
provide a buffer to supply disruptions is reduced. 

This report will be updated as events warrant. 
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Private Crude Oil Stocks and the Strategic 
Petroleum Reserve Debate 



Background 

The Energy Policy and Conservation Act of 1975 1 authorized the creation of the 
Strategic Petroleum Reserve (SPR) for the storage of up to 1 billion barrels of crude 
oil. The federal government began filling the SPR in 1977, mostly with imported oil. 
By 1992, the SPR held 575 million barrels of crude oil, and in May 2003, over a 
decade later, holds approximately 600 million barrels in reserve. Since the creation 
of the SPR in 1975, debate has periodically focused on the optimal size of the SPR, 
specifically whether it should be expanded to 700 million or 1 billion barrels of oil. 
In the 108 th Congress, legislation passed by the House (H.R. 6) would require the 
SPR to be filled to its current capacity of 700 million barrels of crude oil and 
provides funding of $1.5 billion to expand the capacity of the SPR to 1 billion 
barrels. 2 

Worldwide concern over the unstable nature of the crude oil market has led 
other nations to establish emergency oil stocks as part of International Energy 
Administration (IEA) agreements to manage supply disruptions. For example, at the 
end of 1999 Japan held 315 mi llion barrels of crude oil, OECD Europe held 325 
million barrels, South Korea held 43 million barrels, and Taiwan held 13 million 
barrels. The U.S. is the only country in this group where security stocks are totally 
government owned. In Japan, South Korea, and OECD Europe, the total stock is 
divided between government and mandated private stocks. In Taiwan, the stock is 
completely mandated private. 3 

Although decisions on the size of the SPR and private stocks are made through 
very different decision processes, they are linked by the fact that both may be useful 
in times of supply dismption. When supply is disrupted, prices rise quickly through 
active futures, spot, and product markets. Higher prices give businesses an incentive 
to bring product to market, which mitigates potential physical shortages, giving 
policy makers time to consider an SPR draw-down. If businesses have reduced 



1 P.L. 94-163 

2 A detailed analysis of the history of petroleum allocations to the SPR as well as current 
data and analysis of related policy issues can be found in CRS Issue Brief IB 87050, 
Strategic Petroleum Reseiye, by Robert Bamberger. 

3 Paul N. Leiby and David Bowman, The Value of Expanding the U.S. Strategic Petroleum 
Resen>e, ORNL/TM-2000/179, November 30, 2000, p. 20. The report is available at the 
Oak Ridge National Laboratory website, http://pzll.ed.ornl.gov 
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available inventories to cut costs, their ability to play this role is diminished. For this 
reason, the size and availability of private stocks of crude oil is relevant to debates 
over the optimal size of the SPR as well as when, and under what circumstances, to 
use the SPR. 



Benefits/Costs of the SPR 

The case for the existence of the SPR is usually framed in a benefit/cost 
framework. 4 The benefits are typically defined as avoided costs which are then set 
against the real resource, or opportunity, costs of maintaining the reserve. The same 
approach is followed for considering marginal adjustments to the reserve, but with 
a focus on the additional value of avoided costs implied by a reserve expansion set 
against the marginal resource cost of expanding the reserve. Although debate on the 
size of the SPR is normally framed in terms of millions of barrels of crude oil held, 
another measure, consistent with International Energy Agency (IEA) measurement, 
is the number of days of net imports for which the reserve can substitute. Although 
the primary focus of SPR usage is concerned with international oil market 
disruptions, the SPR could also be used in times of emergency stemming from 
domestic supply disruption. 

The benefit of maintaining the SPR lies in avoiding the effects of severe oil 
price spikes and shortages that might result from supply disruptions. Significant, 
rapid spikes in the price of crude oil and actual shortages can have damaging effects 
on the macroeconomic performance of the economy. Reduced economic output, 
leading to increased unemployment and a reduction in the rate of economic growth 
are possible consequences. In terms of the balance of payments, higher oil prices will 
mean a greater expense for oil imports, causing the balance of trade to deteriorate. 

The costs of the SPR are much like those of other public investment projects. 
The capital cost of the reserve and/or expansion of the reserve, costs associated with 
providing for the draw of the reserve, the operations and management cost, and the 
cost of the oil stored in the reserve are all part of total cost. The cost of the stored oil 
is a real budget cost in the year of acquisition to be recouped later when, and if, the 
reserve is drawn down. 

Proponents of the SPR see the existence, as well as the use, of the reserve 
contributing to stability in the oil market. The existence of the reserve could deter 
some politically or economically motivated disruptions. If the reserve is drawn upon, 
it might allow affected economies time to make other adjustments to the new market 
conditions, including diplomacy, which might remedy, or mitigate the underlying 
cause of the disruption. The existence and/or use of the reserve might calm uncertain 
oil markets and dampen the effect of underlying market imbalances leading to a 
moderated price spike. 

Those opposed to market intervention see less benefit associated with the SPR 
and its use. They believe that the freely functioning market can mitigate most 



4 Ibid. 




